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SUBJECT: APPLICATION OF VAT TO OCCUPIED TERRITORIES 

REF: JERUSALEM 1626 

1 . IN DECEMBER 8 CONVERSATION WITH EMBOFFS, DAVID FARHI, 

ARAB AFFAIRS ADVISOR TO THE WEST BANK MILITARY GOVERNOR, 
PROVIDED ADDITIONAL INFORMATION ON THE ADAPTATION OF 
ISRAELI VALUE ADDED TAX (VAT) TO OCCUPIED AREAS. HE SAID 
THAT (A) BUSINESSES IN THE AREAS DOING AN ANNUAL TURNOVER 
OF BELOW IL 75,000 A YEAR WILL BE EXEMPTED FROM VAT; (B) 

THOSE WITH A IL 75,000 - IL 500,000 TURNOVER WILL NOT BE 
REQUIRED TO KEEP BOOKS ALTHOUGH THEY WILL HAVE TO PAY AN 
ESTIMATED VAT OR, ALTERNATIVELY, KEEP BOOKS AND PAY THE 
REGULAR VAT; AND (C) THOSE FIRMS ABOVE THE IL 500,000 RANGE WILL 
BE REQUIRED TO KEEP BOOKS AND PAY VAT. 

2. FARHI NOTED THAT MANY FIRMS IN CATEGORY "C" WILL BE 
ENTITLED TO REFUNDS FROM THE VAT, AND THAT CONSEQUENTLY 
"MOST" OF THESE HAD ALREADY DONE THE NECESSARY PRELIMI- 
NARY PAPERWORK REQUIRED. STILL, THEY HAD ASKED THAT 
THEIR ACQUIESCENCE BE KEPT QUIIET. POINTING TO THE DE- 
SIRE OF BIG WEST BANK BUSINESSMEN TO AVOID TAKING A 
STAND ON VAT, FARHI MENTIONED THAT THE HEADS OF THE 
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EAST JERUSALEM ARE ON TRIPS TEMPORARILY TAKING THEM OUT 
OF THE COUNTRY. 

3. THE ARGUMENT THAT VAT WOULD RUIN SMALL MERCHANTS 
AND INDUSTRIES WAS REJECTED BY FARHI. HE ALLUDED TO 
THE EXEMPTION OF SMALL BUSINESSES; HE ALSO SUGGESTED 
THAT WEST BANK SUBCONTRACTORS FOR ISRAELI FIRMS WOULD 
BE UNABLE TO COMPETE WITH THE ISRAELI SECTOR UNLESS THEY 
RECEIVE THE VAT REFUNDS (THEY ARE CHARGED THE VAT BY 
ISRAELI SUPPLIERS). 

4. COMMENT: WHILE MANY FIRMS IN THE TERRITORIES UN- 
DOUBTEDLY WOULD PREFER NEITHER TO PAY THE VAT NOR TO 
KEEP BOOKS FOR THE REASONS LISTED IN REFTEL, OPPOSITION 
NEVERTHELESS SEEMS TO BE PRIMARILY POLITICAL. IN ANY 
EVENT, AS EXPEERIENCE IN OTHER FREE TRADE AREAS HAS SHOWN, 
PRESSURE FOR TAX HARMONIZATION RISES ALONG WITH THE LEVEL 
OF TRADE EXCHANGED BETWEEN THE PARTNERS. 
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